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Our regional Aber optic network reaches
75 percent of Minnesota’s population.
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STRATEGY

HickoryTech is focused on providing superior integrated
communication solutions to businesses and consumers

in the regions we serve.

SUCCESS

HickoryTech strengthened its position in 2007, posting
double-digit percentage growth in revenue, operating
income and earnings per share. Our employees, with
their industry expertise and experience, creative
mindsets and strong customer focus, continue to
differentiate HickoryTech and enable our success.

OLDER VALUE

HickoryTech is focused on providing long-term value
to our shareholders. In 2007, we delivered positive
results and continued a tradition of dividend returns.
As we look to the future, we are focused on our

long-term strategy of delivering competitive and
integrated solutions to businesses and consumers.

About the cover:

The cover depicts HickoryTech cusiemers and employees. The color
photographs represent our customer base, including business professionals
and consumers. The remaining phetographs represent our employees, and
you'll see more of them pictured throughout this report. Cur employees are
critical to our success, giving HickoryTech a competitive edge in marketing,
selling and solution development while providing top-guality customer care
and support.




2007 FINANCIAL HIGHLIGHTS

O Revenue increased 18 percent to $156.6 million
Enventis Sector revenue increased 38 percent to $79.8 million

Operating income increased 46 percent to $23.2 million

Income from continuing operations increased 65 percent

Net Income increased 280 percent, after the loss from discontinued operations
Earnings Per Share (EPS) increased 282 percent to 65 cents

Capital expenditures lowered, while investment and support of strategic growth initiatives continued

O o o 0 o o0

Long-term debt reduced by 10 percent, or $13.9 million

{Dollars in Thousands, Except Per Share Amounts}

FORTHE YEAR: [ aw 2006 2005 2004 2003 |
Operating revenues (a)
Telecom Sector $ 75847 $ 7489 $ 77922 S 78,807 5 78545
Enventis Sector 79,802 58,005 - - -
Total revenues $ 156,649 $ 132,901 $ 77922 $ 78,807 $ 78,545
Income from continuing operations $ 8635 $ 5235 § 8586 5§ 8681 $ 909
PER SHARE:
Fully Diluted EPS - continuing operations $ 0.65 $ 040 & 065 5 066 5 065
Fully Diluted EPS - discontinued operations - (0.23) - (0.08) {1.57)

$ 0.65 $ 017 § 065 5 058 5 (092

Cash Dividends per share $ 0.48 $ 048 § 048 S D44 § 0.44
 ATYEAREND:

Total assets i) $ 227,495 $ 226900  $ 216834  $ 160,658  $ 167,773

Shareholders’ equity ®ic) $ 31,932 $ 3008 5 35009 $ 31545 § 28717

Total debt, long-term and current 8) $ 129,206 $ 143,089 5142758  $ 102984 5 119612

Debt ratio @ic) 80.2% 82.6% 80.3% 76.6% 80.6%

{A) Revenue and total assets for all periods have been restated to exclude revenue and assets of wireless and Enterprise Solutions operations, as they are
included in discontinued operations for all periods presented. During Dec. 2003, HickoryTech sold its wireless operations. In Dec. 20086, HickoryTech sold
its Enterprise Solutions Sector.

{8} Includes Enventis at Dec. 31, 2005
{C) Debt Ratio =Total debt / {Total debt + Shareholder's equity as of Dec. 31)




LETTER TO OUR SHAREHOLDERS

We're pleased to report 2007 was an outstanding
year for HickoryTech - one that we believe will stand
as a milestone in our company’s 110-year history.

HickoryTech posted double-digit growth in revenue, operating
income, and earnings per share {EPS) during 2007. HickoryTech
ended the year better positioned as a leader in connecting
businesses and consumers with advanced, integrated
communication solutions.

The company looks quite different today from past years
when our legacy telecommunications products and services
comprised the focus of gur company. As has been the case in
recent years, HickoryTech continued to evolve and transform
during 2007 with an increasing focus on growing our business-
to-business services, At the same time, we continued to Invest
in our Telecom Sector to retain our core revenue streams and
grow our broadband services.

Amid this continuing change, our core strategy remains constant.
to provide integrated data and communications services o our
business customers and a competitive communications bundle
to consumers.

Key 2007 Strategic Highlights

B Achieved significant growth in all Enventis
product lines; Well positioned to take advantage of
the growing business market for voice and data
convergence and unified and hosted communications.

B Expanded our residential triple-play (voice,
high-speed Internet and Digital TV) service area,
faunched IPTV services and doubled our Digital TV
service area.

Business Markets: Emerging Growth

Qur Enventis Sector delivered extracrdinary results in 2007, An
integral element of HickoryTech's overall growth strategy, Enventis
demonstrated strong growth in revenue and profitability year

over year. In comparing 2007 to 2006, and excluding integration
expenses of 2006, Enventis achieved a 49 percent increase in
operating income.

Our business growth strategy remains focused on offering
integrated communication solutions, which include IP telepnony,
transport, data and network integration services - that combine
voice and data into a single platform. Our qualification as a Cisco
Gold Certified, award-winning partner offers us the highest
level of branding, economic incentives and differentiation in
the marketplace - and creates opportunities for us to sell our
communication products and services.

Despite intense competition, we made important progress
growing our eguipment sales and services more than 46 percent
and our transport services 21 percent in 2007 as compared
to 2006. Our IP and telephony expertise and our portfolio of
managed and hosted services, coupled with our statewide fiber
network, continue to differentiate us in the marketplace.

Telecom Stability
and Broadband Growth

The Telecom Sectoris a vital element of our business, producing
important cash flow and generating continuous double-digit
growth in broadband revenues. Of significance in 2007, the
growth in our broadband service revenue more than offset the
decline in local service revenue.

The majority of our local service area now faces voice competition
from cable TV providers. Despite an increasingly competitive
landscape, our local line loss in 2007 was 4.7 percent, which is
higher than previous years, but less of a decline than experienced
by our industry peers. Our consumer strategy to bundle our
services and maintain competitive broadband services has been
principal to our strong access line retention.

A key part of our broadband strateqy in 2007 was deplaying
Digital TV service to three additional Minnesota communities -
more than doukling our Digital TV service area. HickoryTech was
one of the first companies in the nation o use these technologies
to deploy 'PTV service. Our sirong brand recognition built on
more than a century of service, along with our employees’
unwavering focus te provide exceptional customer service, has
served as an important foundation to successfully grow our triple
play customer base.




Investments for Qur Future

To support our growth initiatives, HickoryTech made strategic
capital investments during 2007 totaling approximately $17.5
million. Even while continuing to invest in our business, we
made significant progress in reducing our debt with $13.8 million
debt pay down in 2007. Both of these moves have improved our
ability to chart future growth, either organically, through strategic
acquisition, or both.

We are proud of HickoryTech's 2007 inclusion in the NASDAQ
Global Select Market. We believe this provides further recognition
of our commitment to shareholders 1o maintain the highest
financial requirements and strong corporate governance
standards.

Focused on Our Long-Term Strategy

We look back on 2007 as the year in which we further transitioned
our business as an integrated communications provider. The
progress and accomplishments of the past year strengihened
HickoryTech and positioned us to build an our success,

Looking ahead, we will continue to focus on our long-term
strategy of delivering competitive and integrated communication
solutions to businesses and consumers,

We wish to thank our management tearn, our employees and
our Board of Directors for their commitment to achieve new
levels of excellence. The progress of 2007 is a testament to thejr
hard work and their unwavering focus to serve our customers
and grow our business, We also thank our shareholders for your
continued confidence and loyal support.

We are energized about our future and about executing on our
long-term strategies as we build upon our strong foundation in
the coming year and beyond. We look forward to creating this
future together,

Sincerely,

%74«« /{wuﬂ\ ’ %Q"L%Q‘“

John W, Finke
President and
Chief Executive Officer

R. Wynn Kearney, Jr.
Board Chair




Enventis Sector

Focus on Business

HickoryTech’s Enventis Sector recorded
extraordinary growth in 2007.

Enventis provides integrated communication solutions for businesses
of all sizes - including enterprise mulii-office organizations, small and
medium businesses, and national wholesale carriers ~ throughout
the Midwest. Since its acquisition in 2005, the sector has figured
prominently in HickoryTech's emerging strategic emphasis on business-
to-business services and products.

The result of this ernphasis and refined focus are shown by Enventis’
38 percent inCrease in revenues, 208 percent gain in operating income
and 199 percent increase in net income {year over year).

HickoryTech expanded Enventis sales and delivery efforts during 2007,
increasing our business-to-business position to additional communities
within the company’s geography. This dedicated focus and sales
strategy proved to be successful across both the eguipment sales and
service and transport lines of our business, which posted impressive
revenue increases of 46 percent and 21 percent respectively.

While leveraging our statewide fiber network, we've successfully grown
our transport business — serving muiti-site businesses with flexible
solutions that meet our customers' sophisticated and fast-growing
data needs. We've made important progress in edging out our network
in strategic locations by adding additional Points of Presence (POP).
We implemented an MPLS overlay to our network, giving business
customers more flexibility, scalability and efficient routing for network
traffic. Additionally, we continue ta partner with other carriers to link
aur regional network into a national footprint.

Building on Enventis’ reputation as a trusted partner of chaice,
industry-leading vendors including Cisco and Dell’s SilverBack
Technologies recognized Enventis during 2007 for our outstanding
performance in serving enterprise customers and for our innovative
use of VoIP technologies with proactive monitoring and carrier-grade
scalability.

As a Cisco Gold Certified Partner, Enventis benefits from powerful
branding, economic incentives and differentiation in the markeiplace.
This strategic designation helps Enventis develop new business
relationships and then grow them to provide transport, telephony,
managed and hosted services, and Total Care support.

Our focus and commitment {0 grow our business sector is clear. With
our core competencies ~ a statewide fiber network, Cisco Gold partner
status, and a portfolio of products and services including managed and
hosted services — Enventis is poised to support its growing customer
base now and well into the future.

Customer Profile

i GURRENYE Providing world-class business analytics
to mare than 5,000 businesses worldwide — including nine of
the 10 top Fortune 500 companies — Minneapolis-based Fair
Isaaccombines trusted advice and innovative applications to
help businesses make smarter decisions.

Not surprisingly, Fair Isaac also is a business deeply dependent
upon autemation and constant flow of data across its
global netwark, it needs the most advanced and efficient
communications network possible to suppert its offices in
12 countries.

“Enventis has taken the
fear out of IP Telephony”

e SEHEEnE When Fair lsaac set out to standardize its

global netwarks, it looked to Enventis as atrusted partner. The
company relied on Enventis for technical guidance, resources,
staff augmentation, and the expertise and experience needed
to complete this multi-year, global project.

“Enventis has taken the fear out of IP Telephony,” said Gary
Siefert, Telecom and Networking Engineering Manager for Fair
Isaac. “Completed ahead of schedule, this project resulted in
additional redundancy, a moreresilient network and significant
new services for the same cost we were paying before.”

The answer included a Cisco voice aver IP (VolP) enterprise
unified communications solution with proactive support
and monitoring across more than 25 global sites, including
locations in the U.K. and China. The Enventis-designed
network, along with the strategies, implementation skills
and expertise Enventis brought, delivered strong benefits and
powerful efficiencies for this growing business,

“Enventis is a long-standing partner,” Siefert added, “and
our network foundation is key to our business
growth and success. We see the Enventis
PARTNER support team as an extension of our internal

Gold

ertified team — and we value that partnership.”

ahoaln
CISCO.
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Telecom Secfor

Residential Broadband Growth

HickoryTech’s broadband focus delivers
growth and customer value.

Broadband revenues continued a trend of deuble-digit growth in 2007
and outpaced the decline in local service revenue. This was made
possible in part by the significant expansion of HickoryTech's triple play
service area, which doubled in 2007 Digital TV was launched in three
Minnesota communities - Janesville, North Mankato and Mankato.
These communities now enjoy the benefits of Internet Protocol TV
(IPTV), a cutting-edge, futuristic technology and platform. Digital TV
subscribers increased 40 percent in 2007.

Demand for HickoryTech DSL services remained strong in 2007, with
an 11 percent increase in DSL lines. The majerity of customers choose
HickoryTech's highest speed DSL services, Prime and Pro, and enjoy
the benefits of a Select service bundle which offers additional value
and savings.

HickoryTech's computer repair and networking service, marketed as
Mouseworks, offers consumers an-site expertise and support in home
networking, security and computer repair.

While we continued to see erosion in local access lines, our 4.7 percent
decline was less than the average of industry peers. We attribute this
strong retention to our skrategy of marketing a highly competitive
Select service bundle, More than 32 percent of our consumers choose
these attractive, money-saving service bundles, which provide
exceptional value,

Our consumer stategy remains constant — to market a competitive
broadband bundle and provide outstanding customer support.

BROADBAND REVENUE* TELECOM REVENUE
{dollars in thousands) {dollars in thousands)
$80,000
—n

70,000 ——

60,000 —

50,000 — —
40,000+

2006 2007

* Broadband revenue includes
data and digital TV services.




“With se many options avaitable to consumers today, it rewarding
1o be able to help someone identify a communication solution that
warks best for them. Being able to save them money and having the
confidence that we'll deliver quality services is icing on the cake.”

Josh, HickeryTech Customer Care Representative

With its roots in telephony, HickoryTech has always had a strong presence
in providing communication solutions to consumers and businesses, with
hallmark customer service and a long track record of involvement and
support in the communities we serve.
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HICKORYTECH OPERATING SECTORS

Telecom Sector

The Telecom Sector leverages more than 110 years of experience providing
communication solutions 1o business and residential customers in southein
Minnesota, and northwestern and central lowa. HickoryTech provides a full array
of products and services, including local voice, long distance, high-speed Internet,
Digital TV, and high-capacity data transport. Additionally, HickoryTech offers
integrated communication solutions including the expertise to provide converged
IP voice and data solutions and owns and operates its infrastructure, including
a regicnal fiber optic network with carrier-grade service levels. The Telecom
Sector's Information Solutions division develops telecom and carrier access billing
and customer management software for our internal operaticns and external
customers.

Enventis Sector

Enventis specializes in providingintegrated communication solutions for businesses
of all sizes - from enterprise multi-office organizations to small and medium
businesses. [n addition to its statewide fiber optic network, Enventis provides P
telephony, transport, data and network integration services that combine voice
and data into a single platform - reducing costs and enhancing performance. Since
1997, Enventis, a Cisco Gold Certified Partrer, has provided network solutions for a
broad spectrum of business clients.

Officers

John W. Finke
President and Chief Executive Officer

David A. Christensen
Sr. Vice President and Chief Financial Officer, Treasurer and Secretary

Damon D. Dutz
Corporate Vice President and President of Consumer and Network Solutions

Mary T. Jacobs
Corporate Vice President and Vice President of Human Resources

John P. Morton
Corporate Vice President and President of Business Solutions

Lane C. Nordquist
Corporate Vice President and President of Information Solutions

Walt A. Prahl
Corporate Vice President and President of Wholesale Solutions and
Business Development

Board of Directors

R. Wynn Kearney, Jr. (2% 4, 5)
Board Chair
Orthopaedic Surgeon,

Orthopaedic & Fracture Clinic, PA of Mankato

James W. Bracke (1%, 2, 3}
Vice Chair
Principal, Boulder Creek Consulting, LLP

Robert D. Alton, Jr. (3, 5%)
Retired Chairman, President,
and CEQ of HickoryTech

Lyle T. Bosacker (2, 3, 5)
Retired President of CEQ Advisors, Inc.

Myrita P. Craig (1, 4%, 5)
CEO, Sapientia Consulting, inc.

John W. Finke
President and CEQ of Hickoryfech

James H. Holdrege (1, 2, 4)
Retired General Manager
and CEQ of Electric Machinery Company

Lyle G. Jacobson (3, 4, 5)
Retired President and
CFOQ of Katolight Corporation

Starr J. Kirklin (2, 4, 5)
Retired President of U.S. Bank Mankato

Dale E. Parker (1, 3%)
CFO of Vitex Packaging Group

Board Committees

* Committee Chair

1, Audit

2. Governance/Nominating
3. Finance

4, Compensation

5. Corporate Development
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Cautionary Statement with respect to Forward Looking Statements

The Private Securities Litigation Reform Act of 1995 contains certain safe harbor provisions regarding
forward-looking statements. This 2007 Annual Report on Form 10-K (“Report”) and other documents filed
by HickoryTech Corporation under the federal securities laws, including Form 10-Q and Form 8-K, and
future verbal or written statements by HickoryTech and its management, may include forward-tooking
statements. These statements may include, without limitation, statements with respect to anticipated
future operating and financial performance, growth opportunities and growth rates, acquisition and
divestiture opportunities, business strategies, business and competitive outlook and other similar
forecasts and statements of expectation. Words such as “expects,” “anticipates,” “intends,” “plans,”
“believes,” “seeks,” "estimates,” “targets,” "projects,” “will,” “may,” *

nu

continues,” and “should,” and variations
of these words and similar expressions, are intended to identify these forward-looking statements. Such
forward-looking statements are subject to risks and uncertainties that could cause HickoryTech's actual
results to differ materially from such statements. These risks and uncertainties include those identified
under Part | — Item 1A — “Risk Factors” on pages 14 to 24.

Because of these risks, uncertainties and assumptions and the fact that any forward-looking
statements made by HickoryTech and its management are based on estimates, projections, beliefs and
assumptions of management, they are not guarantees of future performance and you should not place
undue reliance on them. In addition, forward-locking statements speak only as of the date they are made.
With the exception of the requirements set forth in the federal securities laws or the rules and regulations
of the Securities and Exchange Commission, we do not undertake any obligation to update or review any
forward-looking information, whether as a result of new information, future events or otherwise.

PARTI
Item 1. Business

“HickoryTech” or the “Company” refers to Hickory Tech Corporation alone or with its wholly owned
subsidiaries, as the context requires. When this report uses the words ‘we,” “our,” or “us,” it refers to the
Company and its subsidiaries unless the context otherwise requires.

Company Overview and History

HickoryTech is a diversified communications company headquartered in Mankato, Minnesota that
leverages over 110 years of experience in the local telephone exchange business. We operate in two
principal business segments: the Telecom Sector and the Enventis Sector.

The Telecom Sector is comprised of two service and product lines. The first service and product line
is the operation of three local telephone companies or incumbent local exchange carriers (ILECs") and
the operation of one telephone company that is a competitive local exchange carrier (“CLEC"). Our
original business, which was formed in 1898, consisted of the operation of a single ILEC. In 1985, we
formed HickoryTech Corporation as a holding company for our then current ILECs and to serve as a
platform to expand our business. In 1998, we formed the CLEC, which provides the competitive services
of long distance, high-speed Internet access (“DSL”) and digital TV. The second service and product line
consists of data processing services, which are sold to the telecommunications industry and are provided
through National Independent Billing, Inc., which is a subsidiary of HickoryTech. Prior to 2006, operating
results for NIBI had been reported in the Information Solutions Sector, but have been recast to be
included in the Telecom Sector to consolidate our reporting for similar operations for all years presented.
The primary internal user of NIBI services are the ILECs and CLEC we operate in the Telecom Sector.
NIBI activities are of strategic value to HickoryTech, primarily because of the support services it provides
to these captive telephone companies. The goals and objectives, and the way that the NiBI product line is
run, are closely aligned with those of the Telecom Sector.




We started the operations of our second business segment, the Enventis Sector, when we purchased
Enventis on December 30, 2005. Enventis is currently a subsidiary of HickoryTech and is a Minnesota-
based regional provider of integrated fiber network, Internet protocol telephony and data services, with
1,500 route miles of fiber network serving business customers in the Upper Midwest. Enventis had
formerly been a wholly owned subsidiary of another public corporation.

In December 2006, we sold what had been a third business segment (Enterprise Soclutions), which
provided telephone, data and Internet protocol equipment sales and service. All financial statements and
schedules have been restated to reflect Enterprise Solutions operations as discontinued operations.

Qur operations are currently conducted through the following seven subsidiaries:

Telecom Sector
Mankato Citizens Telephone Company (*“MCTC")
Mid-Communications, Inc. (“Mid-Com")
Heartland Telecommunications Company of lowa, Inc. (“Heartland”)
Cable Network, Inc. ("CNI")
Crystal Communications, Inc. (“Crystal”)
National Independent Billing, Inc. (“NIBI")

Enventis Sector
s Enventis Telecom, Inc. (*“Enventis”)

Our Strategy

Our core strategy focuses on the offering of integrated communication solutions to businesses and
consumers. As we sell integrated bundles of services to our customers, we increase market share,
provide additional value and increase customer loyalty.

Our consumer strategy, focused on residential customers, is to market competitive multi-service
bundles, which include: DSL, high speed Internet, digital TV, local phone service, fong distance and home
networking services. We utilize value added services, such as speed, content and features, to
differentiate our services in the marketplace. In addition, we intend to provide outstanding customer care
in order to win new customers and maintain existing customers. We intend to use the following tactics to
achieve this strategy:

+ Leverage the HickoryTech brand and its strong reputation in legacy markets to deliver residential
solutions,

e Maximize our return in each market we serve by promoting a competitive, multi-service bundle to
offer value, competitive pricing, create loyalty and retain customers,

¢ Increase our digital TV market share by striving to offer customers a competitive entertainment
service including customer value added services and flexible channel line-ups, and

.« Grow our home networking service in an effort to “own the home™ and provide complete

communication services to our residential customers.

Our business-to-business strategies focus on supporting the business customers, ranging from small
to large enterprise-sized business. We will offer integrated communication solutions which include
Internet protocol telephony, transport, data and network integration services that combine voice and data
into a single platform. We intend to differentiate our service offerings by providing our business customers
with a fully integrated communications solution that blends our hosted solutions with customer-owned
systems. In addition, we will strive to provide unparalleled customer service as a differentiator and we will
leverage our Internet protocol expertise both in the metro and out-state areas of Minnesota. We intend to
use the following tactics to achieve this strategy:

¢ Build the Enventis brand to become the regional leader in providing integrated business

communication solutions outside of our legacy markets. Leverage the HickoryTech brand and its
strong reputation to serve customers within our legacy markets,
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¢ Develop additional service offerings to increase our product portfolic and meet our customers’
growing communications needs,

* Focus on cross selling all services to existing customers in an effort to maximize our relationship
and provide complete solutions,

e Expand business services to targeted new markets along our fiber network,
Further develop our unified communications product, and

» Leverage our Ethernet service offering and focus on local area network, multi-point sales.

Our wholesale customer strategy focuses on regional and national wireline and wireless carriers,
LEC's, Internet service providers and data service providers. We intend to leverage our fiber network and
provide competitive transport solutions within Minnesota and reaching into Wisconsin, lowa, North Dakota
and South Dakota. We intend to differentiate our service by utilizing a consultative approach in
developing innovative and flexible solutions to deliver the best overall value. We intend to leverage our
core optical/lnternet protocol expertise to deliver and support fully integrated solutions that meet or
exceed customer expectations. We intend to use the following tactics to support our wholesale strategy:

« Build the Enventis brand to become the regional leader in providing wholesale solutions,

» Leverage the dense wavelength division multiplexing overlay, multi-protocol labet switching
overlay and Ethernet capabilities to lead the market with advanced high bandwidth capabilities
and services,

» Focus on key wholesale growth verticals such as the wireless sector, data centers, and data local
exchange carriers, where we are well positioned to succeed in putting key sites on-net and
aggregating out-state connections,

» Focus on the cross-selling of additional services to existing customers in an effort to maximize
our relationship and provide those customers with broader solutions, and

e Look for opportunities to increase our carrier interconnections to on-net buildings, central offices
and data centers.

Our Information Solution's strategies focus on the support and marketing of SuiteSolution®, which is
our branded customer care and billing solution, to the telecommunications industry serving CLECs, LECs,
interexchange carriers, wireless and Internet protoco! providers, and resellers. Additionally, the
Information Solutions division provides internal information technology support across all divisions,
enabling us to meet our customer’s technology and billing needs.

Industry Segments

We report the business operations of our three ILECs and CLEC and their associated services along with
our data processing (NIBI) services as a single segment that we refer to as the Telecom Sector. The second
business segment, Enventis, includes predominately business-to-business operations generally outside of
the Telecom Sector service area. The resuits of operations of the Enterprise Solutions Sector are reported
as discontinued operations (see Note 3 to the Notes to the Consolidated Financial Statements).

Telecom Sector

Our Telecom Sector provides local exchange wireline telephone service, long distance, DSL, digital TV
services and owns and operates fiber optic cable facilities. This sector includes three ILEC's (MCTC, Mid-
Com and Heartland). MCTC and Mid-Com provide telephone service in south central Minnesota, specifically
Mankato (a regional hub) and eleven rural communities surrounding Mankato. The third ILEC, Heartland,
provides telephone service for eleven rural communities in northwest lowa. In total, there are twenty-three
ILEC exchanges within the Telecom Sector. The Telecom Sector also includes Crystal, a CLEC that provides
local telephone service, long distance, DSL and digital TV on a competitive basis. NIBI, which is also part of
the Telecom Sector, provides data processing and related services, principally for our affiliated ILECs and
CLEC, as well as for other local exchange telephone companies, CLEC's, interexchange network
carriers, wireless companies and cable TV providers.




We also own and operate fiber optic cable facilities in Minnesota in both our Telecom and Enventis
Sectors. These facilities are used to transport interexchange communications as a service to telephone
industry customers. Our Minnesota ILEC’s and CLEC are the primary users of these fiber optic cable facilities
in the Telecom Sector. None of the remaining companies in the Telecom Sector experienced major changes
in operations during 2007 or 2006, other than the cumulative effect of repeated periodic declines in network
access revenue and the gradual erosion of access lines in service, which has reduced the profitability of this
Sector. However, the expansion and growth of DSL and broadband services has helped to offset this
profitability decline.

The [LEC’s

MCTC derives its principal revenue and income from local services charged to subscribers in its service
area, access services charged to interexchange carriers such as AT&T and the operation of a toll tandem-
switching center in Mankato, Minnesota. Revenue and income for Mid-Com are also derived from local
service charges in its area of operation and by providing access to long distance services for its subscribers
through the toll center in Mankato. Local and interexchange telephone access for the two companies is
provided on an integrated basis. The local and interexchange telephone access for both telephone
companies utilize the same facilites and equipment and are managed and maintained by a common
workforce. Heartland derives its principal revenue and income from local services charged to subscribers in
its service area in lowa, as well as from providing interexchange access for its subscribers. Interexchange
telephone access is provided by all three of our ILEC subsidiaries by connecting the communications
networks of interexchange carriers and wireless carriers with the equipment and facilities of end users
through its switched networks or private lines. Network access revenue accounted for 19.7%, 22.5% and
42.8% of our total revenue in 2007, 2006 and 2005, respectively. The lower percentages in 2007 and 2006
are primarily due to the Enventis acquisition and subsequent operations growth. Without the Enventis Sector,
access revenue would have accounted for 40.2% and 39.8% of the total revenue for HickoryTech in 2007
and 2008, respectively.

As local exchange telephone companies, MCTC, Mid-Com and Heartland provide end office switching
and dedicated circuits to iong-distance interexchange carriers. These relationships allow our telephone
subscribers to place long-distance telephone calls to the telephone network. We provide interexchange
access to our network for interexchange carriers to conduct long-distance business with individual customers
who select a long-distance carrier and for termination of calls to all customers. This interexchange access
business is separate and distinct from our own long-distance retail business, which is operated through
Crystal. The long-distance interexchange carriers are significant customers of ours, but no carrier represents
more than ten percent of our consolidated revenue.

Our ILECs compete with companies that offer private lines to our potential customers in lieu of our
switched voice services and with data services in or adjacent to the territories we serve that permit potential
customers to bypass local telephone switching facilities. Additionally, services provided by other companies
utilizing various Internet, wireline or wireless technologies permit bypass of the local exchange network.
Cable TV companies also provide Internet, DSL. and voice services in our markets. These alternatives to the
local exchange service represent a potential threat to our long-term ability to provide local exchange service
at economical rates.

Competition exists for some of the services we provide to interexchange carriers, such as dedicated
private lines, network switching and network routing. This competition comes primarily from the
interexchange carriers who redirect the services provided by us to their own network or other networks, The
provision of these services is primarily month-to-month service ordered from a general tariff, which is a
schedule of terms, rates and conditions which are approved by the appropriate state or federal agency.
The interexchange carriers primarily control the procurement of these services. As interexchange carriers
make these service decisions, they have the potential to reduce our revenue in the Telecom Sector. Other
services, such as the provision of broadband, long distance, directory advertising, end user equipment and
customer billing services are open to competition.




Specific competition exists in several of our ILEC service areas. A municipality has overbuilt Heartland's
network in one community in lowa and now serves over half of that market. Additionally, cable TV providers
are offering voice, Internet and cable TV services in several Heartland, Mid-Com, MCTC and Crystal
communities. Our ILECs and CLEC are also periodically engaged in negotiations or renegotiations of
arrangements for network interconnections and potential unit price declines with other wireline camiers and
various wireless service providers. Although competition from these various sources may result in reduced
revenue, we cannol, at this time, estimate the potential impact related to these events or negotiations

CLEC

Crystal began operations in January of 1998 as a CLEC. Crystal offers local telephone service, long-
distance, DSL and digital TV on a competitive basis to customers in Southern Minnesota and lowa and also
connects communications networks of interexchange carriers and wireless carriers with the equipment and
facilities of end users. Crystal has customers in ten rural communities, encompassing eight exchanges in
Minnesota and three communities encompassing two exchanges in lowa that are not in the geographies of
our ILEC service areas. In addition to these telephone services, Crystal provides long distance service, DSL
and digital TV service in eleven communities, including communities served by some of our ILECs. The
communities in which Crystal provides digital TV services include St. Peter (initiated in 2001); Waseca (since
2004); New Richland, Ellendale and St. Clair (since 2005); Faribault, Lake Crystal and Eagle Lake (since
2006), and Janesville, North Mankato and Mankato (since 2007), all of which are communities where we
provide telephone service either as an ILEC or CLEC.

Crystal is not dependent upon any single customer or small group of customers. No single customer in
Crystal accounts for ten percent or more of HickoryTech's consolidated revenue.

NiBI

NIBI's principal activity is the provision of monthly batch processing of computerized data. Services
for our telephone company customers include the processing of long distance telephone calls from data
sources and telephone switches, the preparation of subscriber telephone bills, customer record keeping
and carrier access bills. There are a number of companies engaged in supplying data processing
services comparable to those furnished by NIBI. Competition is based primarily on price and service. NIBI
has developed an integrated billing and management system called SuiteSolution®. SuiteSolution® can
provide wireline and wireless carriers the individual benefits of a billing platform or a total system solution.
SuiteSolution® is comparable in the majority of functional elements to similar products/companies
providing end user billing services for small to medium-size independent wireline and wireless service
providers in North America. Certain features and functionality of SuiteSolution®, which are based on
“Request for Proposal” responses, are more highty rated than competing products, while other features
and functionality may not be as highly rated as competing products. NIBI counts approximately 20
companies as its primary competitors in marketing to small to medium-size independent wireline and
wireless service providers in North America. SuiteSolution® does not utilize unique patentable inventions
or technological innovations in the construction of the product. Commercially available programming
languages are utilized in the development of code that may, based on needs of a prospective user,
deliver solutions that are preferred over those of competing products.




Enventis Sector

We acquired Enventis on December 30, 2005. Through Enventis, we provide integrated data
services, offering fiber optic-based communication and advanced data services to business communities
in the Upper Midwest. Enventis owns or has long-term leases to approximately 1,500 route miles of fiber
optic cable. Enventis also has extensive local fiber optic rings that directly connect the Enventis network
with its larger clients (e.g. interexchange carriers, retail, health care, government and education
customers, etc.). Other local fiber rings connect the Enventis network to the local telephone enterprise’s
central offices. This allows Enventis to utilize the telephone company’s connections to access its smaller
clients. Enventis serves customers through interconnections that are primarily leased from third parties
(commonly referred to as “the last mile”). Enventis, through its equipment revenue product line, has
business relationships with Cisco Systems, Inc. and is recognized by Cisco as a Gold Partner. The
relationship with Cisco Systems, Inc. is a strategic partnership of Cisco (as the supplier) and Enventis (as
the distributor). Enventis is a regional leader in deploying leading edge technologies such as Internet
protocol call centers. Enventis provides converged internet protocol services that allow all
communications (e.g. voice, video and data) to use the same fiber optic-based delivery technology.
Enventis has Minnesota offices located in Plymouth, Duluth and Rochester.

Enventis' product portfolio includes Encompass Unified Communications, which serves small-to-
medium-sized businesses. Encompass is a hosted or managed Internet protocol communications service
including local and long distance voice; business Internet protocol telephony via a hosted Internet protocol
private branch exchange; unified messaging (a single inbox for voicemail, e-mail, and fax), and dedicated
Internet access. Encompass leverages vaice over Internet protocol or Internet protocol telephony over a
private connection, which minimizes upfront capital investment and information technology management
overhead. Voice over Internet protocol enables advanced functionality, voice interoperability with personal
computers and scalability. Enventis has been granted authority to operate from the public utility
commissions in Minnesota and Wisconsin for private line services that are subject to minimal regulation.
Enventis has also been granted Minnesota authority to provide regulated local telephone (voice) services.
Those services are provided primarily in a fashion that augments its voice over Internet protocol service.
Services provided by Enventis compete directly with those from ILEC's and other communications
providers in the area in which it operates. Enventis is not dependent upon any single customer or small
group of customers.

Regulation

The following summary does not describe all present and proposed federal, state and local legislation
and regulations affecting the telecommunications industry. Some legislation and other regulations are
currently the subject of judicial proceedings, legislative hearings and administrative proposals that could
change the manner in which this industry operates. Neither the outcome of any of these developments
nor their potential impact on us can be predicted at this time. Regulation can change rapidly in the
telecommunications industry and these changes may have an adverse effect on us in the future. See
“Risk Factors — Risks related to Regulations™ on pages 17 to 20 for a further discu